University of Mississippi

eGrove
Industry Guides (AAGs), Risk Alerts, and
Checklists

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1-1-1992

Checklists and illustrative financial statements for defined benefit
pension plans : a financial accounting and reporting practice aid,
April 1992 edition
American Institute of Certified Public Accountants. Technical Information Division
Arthur Kappel

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_indev
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Certified Public Accountants. Technical Information Division and Kappel, Arthur,
"Checklists and illustrative financial statements for defined benefit pension plans : a financial accounting
and reporting practice aid, April 1992 edition" (1992). Industry Guides (AAGs), Risk Alerts, and Checklists.
775.
https://egrove.olemiss.edu/aicpa_indev/775

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Industry Guides (AAGs), Risk Alerts,
and Checklists by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.

April 1992 Edition

ChecklistsandIllustrativeFinancialStatementsfor
DefinedBenefitPensionPlans
A FINANCIAL ACCOUNTING AND
REPORTING PRACTICE AID

American Institute of Certified Public Accountants

CHECKLISTS AND ILLUSTRATIVE FINANCIAL STATEMENTS IN THE SERIES

Checklists and Illustrative Financial Statements for Corporations
Checklist Supplements and Illustrative Financial Statements:
Checklist Supplement and Illustrative Financial Statements for Construction Contractors
Checklist Supplement and Illustrative Financial Statements for Oil and Gas Producing Companies
Checklist Supplement and Illustrative Financial Statements for Real Estate Ventures
Checklist Supplement and Illustrative Financial Statements for Investment Companies
Checklist of Emerging Issues Task Force Consensuses
Industry Checklists and Illustrative Financial Statements
Checklists and Illustrative Financial Statements for Agricultural Cooperatives
Checklists and Illustrative Financial Statements for Banks
Checklists and Illustrative Financial Statements for Colleges and Universities
Checklists and Illustrative Financial Statements for Credit Unions
Checklists and Illustrative Financial Statements for Defined Benefit Pension Plans
Checklists and Illustrative Financial Statements for Employee Health and Welfare Benefit Plans
Checklists and Illustrative Financial Statements for Finance Companies
Checklists and Illustrative Financial Statements for Health Care Providers
Checklists and Illustrative Financial Statements for Nonprofit Organizations
Checklist and Illustrative Financial Statements for Personal Financial Statement Engagements
Checklists and Illustrative Financial Statements for Prospective Financial Statement Engagements
Checklists and Illustrative Financial Statements for Savings and Loan Associations
Checklists and Illustrative Financial Statements for State and Local Governmental Units
Checklists and Illustrative Financial Statements for Life Insurance Companies

April 1992 Edition

C
hecklistsandIlustrativeFinancialStatem
entsforD
efinedB
enefitPensionPlans
A FINANCIAL ACCOUNTING AND
REPORTING PRACTICE AID

Edited by
Arthur Kappel, CPA
Technical Manager
Technical Information Division

Checklists and Illustrative Financial Statements for Defined Benefit Pension
Plans has not been approved, disapproved, or otherwise acted upon by
any senior technical committees of the American Institute of Certified Public
Accountants or the Financial Accounting Standards Board and has no
official or authoritative status.

American Institute of Certified Public Accountants

Copyright © 1992 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, N.Y. 10036-8775
1234567890

TI

998765432

CHECKLISTS AND ILLUSTRATIVE
BENEFIT PENSION PLANS

FINANCIAL

STATEMENTS

FOR

DEFINED

These checklists and the accompanying illustrative financial
statements have been developed by the staff of the Technical
Information Division of the AICPA as nonauthoritative technical
practice aids.
Users of these
following:

checklists

should

take

into

consideration

the

•

The checklists and illustrative financial statements are
"tools" and in no way represent official positions or pro
nouncements of the AICPA.

•

The checklists address accounting disclosures and auditing
issues associated with defined benefit pension plans.
The
checklists include references to relevant Statements of
Financial Accounting Standards,
Statements on Auditing
Standards, the Audit and Accounting Guide entitled, Audits of
Employee Benefit Plans and other technical pronouncements as
appropriate.
The checklists have considered all technical
pronouncements issued as of December 1991.

•

The checklists and illustrative financial statements should
be used by or under the supervision of persons having
adequate
technical
training
and
proficiency
in
the
application of generally accepted accounting principles, and
generally accepted auditing standards.

•

The checklists and illustrative financial statements do not
represent minimum requirements and do not purport to be allinclusive.
The referenced standards should be reviewed if
clarification is desired as to whether the disclosure
indicated is required or suggested, and to what extent the
disclosure is relevant to the statements being examined.

The editor would like to thank the members of the 1989/1990
Employee Benefit Plans Committee for their assistance in developing
the checklists.
Users of these checklists and illustrative financial statements are
urged to refer directly to applicable authoritative pronouncements
when appropriate.
If you have further questions, call the AICPA
Technical Hotline (see back cover).
Susan L. Menelaides
Director
Technical Information
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INTRODUCTION
The accounting and financial reporting requirements for private
sector defined benefit pension plans are set forth in Statement of
Financial Accounting Standards (SFAS) No. 35, Accounting and
Reporting for Defined Benefit Pension Plans.
Defined benefit
pension plans which are subject to the Employee Retirement Income
Security Act of 1974 (ERISA), must also comply with the provisions
of SFAS No. 35 in order to be in conformity with generally accepted
accounting principles.
A defined benefit pension plan is designed primarily to provide
income to the participants during retirement. The objective of the
financial statements of the pension plan is to assess the p l a n ’s
present and future ability to pay benefits when due.
The nature, timing and extent of auditing procedures to be applied
are a matter of professional judgment and will vary depending on
the size, structure, and type of plan, and should consider the
existing system of internal accounting control, as well as other
factors.
(Refer to the AICPA Audit and Accounting Guide Audits of
Employee Benefit Plans for additional guidance regarding the audits
of defined benefit pension plans.)
Description
A defined benefit pension plan is one type of employee benefit
plan. Plans vary not only by type (defined benefit pension plans,
defined contribution plans, and health and welfare benefit plans)
but also in operating and administrative characteristics.
For
example:
A defined contribution plan requires an individual account to be
maintained for each participant. The plan specifies the amount of
the employer’s contribution to the individual account, but not the
amount of benefits to be paid. Benefits to be paid out of the plan
are based on the amounts contributed by employers and/or employees,
and the investment experience on the aggregate contributions.
[The
reporting requirements for defined contribution plans
(which
encompass profit-sharing plans, money-purchase plans and employee
stock ownership plans (ESOPs)) are not addressed in the check
lists.]
A defined benefit pension plan is one that defines the method of
determining the amount of pension benefits to be paid based on such
factors as age, years of service and compensation levels.
The
employer's contributions to the pension plan are actuarially deter
mined based on benefits that are estimated to be paid.
A defined benefit plan may be a single-employer plan or a multi
employer plan.
Single employer plans are established by the man
1

agement of one employer and the employer is the plan sponsor.
Multi-employer plans normally are negotiated and established
pursuant to collective bargaining agreements between an associated
group of employers or employees, such as in the case of unions.
The plan is administered by a joint board of trustees composed of
management and union representatives.
Defined benefit pension plans may be classified as contributory or
non-contributory.
In contributory plans,
contributions are
required from both employers and participants (employees). In noncontributory plans, contributions are required from employers only.
Pension plans may be self-funding, whereas the assets necessary to
provide benefits are held in trust, or the plan may be insured and
funded through insurance contracts.
Split-funded plans are a
combination of both.
The Pension Benefit Guaranty Corporation (PBGC), which was created
by ERISA, guarantees participants in defined benefit pension plans
against the loss of certain pension benefits if the plan is
terminated.
The PBGC charges each defined benefit plan a premium
per covered participant
(currently between $19 and $53 per
participant).

ERISA
Generally, defined benefit pension plans are subject to the pro
visions of ERISA.
ERISA has the power to terminate a plan under
various circumstances.
Employee benefit plans, subject to ERISA,
are required to report certain information annually on Form 5500
Series (Form 5500 and 5500-C/R) to government agencies such as the
Department of Labor (DOL), the PBGC and the Internal Revenue
Service (IRS) and to provide summarized information regarding the
plan to participants in the form of a summary annual report.
ERISA established certain minimum standards for the participation,
vesting, and funding requirements for pension plans of private
enterprises.
Under ERISA, the DOL and the IRS have the authority
to issue regulations covering regulatory reporting and disclosure
requirements,
certain
administrative
responsibilities
and
enforcement powers.
Pursuant to ERISA, defined benefit pension plans are required to
maintain a funding standard account (FSA)1.
This account is a
memorandum account maintained for tax qualification purposes, and
is not included in the financial statements.
The FSA is used to
determine if the plan is in compliance with the minimum funding
standards set forth in ERISA.
[A summary of the important

1 ERISA Sections 301-306
2

provisions of ERISA can be found in Appendix A of the AICPA Audit
and Accounting Guide, Audits of Employee Benefit P l a n s .]

Financial Reporting
SFAS No. 35 does not differentiate among plans based on size. The
financial statements of all defined benefit pension plans should be
prepared on the accrual basis, at fair value, and should consist of
the following:
(a)
(b)
(c)
(d)

Statement of Net Assets Available for Benefits
Statement of Changes in Net Assets Available for Benefits
for the Year Then Ended
Statement of Accumulated Plan Benefits (can be presented
in notes)
Statement of Changes in Accumulated Plan Benefits for the
Year Then Ended (can be presented in notes)

ERISA plans with 100 or more participants must file an annual
report on Form 5500 Series containing financial statements and
notes, separate schedules, and an independent public accountant's
report, an actuarial statement certified by an enrolled actuary and
other information.
ERISA requires defined benefit plan financial statements be pre
sented in comparative form between the end of the current plan year
and the end of the prior plan year.
The alternative method of compliance requires defined benefit plan
financial statements be presented in comparative form between the
beginning and end of the current plan year.
The IRS, DOL and PBGC have consolidated their reporting require
ments into the Form 5500 Series to minimize the filing burden for
plan administrators.
The consolidated report is filed with the
IRS.
ERISA regulations permit a plan administrator to limit the scope of
an auditor's examination with regard to the plan's investments. If
the plan's investment information is prepared and certified by a
bank or by an insurance carrier that is regulated and subject to
periodic examination by a state or federal agency, the plan
administrator may request the auditor to perform a limited-scope
examination as compared to a full-scope audit examination.
N o t e : Limited-scope audits are currently being evaluated by
the AICPA in response to a study by the DOL.
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Authoritative Guidance
•

SFAS No.

35 Accounting and Reporting by Defined Benefit
Pension Plans
(Effective for plan years
beginning after December 15, 1980)

•

SFAS No.

102 Statement of
Cash Flows - Exemption of
Certain
Enterprises and Classification of
Cash Flows from Certain Securities Acquired
for Resale (an amendment of SFAS No. 95)
(Effective for financial statements issued
after February 28, 1989)

Pursuant to SFAS No. 102, a statement of cash flows is generally
not required for defined benefit pension plans covered by SFAS No.
35.
•

SFAS No. 105 Disclosure of Information about Financial
Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Concentrations of
Credit Risk (Effective for financial state
ments issued for fiscal years ending after
June 15, 1990)

Financial instruments of a pension plan, subject to the
accounting and reporting requirements of SFAS No. 35 are
included in the scope of SFAS No. 105.
Investments in
allocated contracts with insurance companies, where the funds
have been used to purchase annuities and are therefore
excluded from plan assets, are examples of off-balance sheet
financial instruments that fall under the scope of SFAS No.
105.
(SFAS No. 105, par. 14, fn. 10)
•

Audit and Accounting Guide — Audits of Employee Benefit
Plans (March 31, 1991 edition)
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Checklists— General Discussion

Many auditors and accountants find it helpful to use check
lists as practice aids in the preparation of financial
statements and reports.
Some firms have developed their own
checklists for internal use, and may also have specialized
checklists to meet the needs of their practices, such as
checklists for clients in particular industries or clients
that report to the SEC.
Some state CPA societies have
developed checklists as practice aids that may be available to
other practitioners as well as to their own members.
Some
commercial publishers also include checklists in certain of
their publications.
However, authoritative literature does
not require the use of such checklists, nor does it prescribe
their format or content, which may vary.
Checklists typically consist of a number of brief questions or
statements that are accompanied by references to Statements on
Auditing Standards, Statements on Standards for Accounting and
Review Services, Statements of Financial Accounting Standards,
Accounting Principles Board Opinions, Accounting Research
Bulletins and Interpretations thereof.
The extent of detail
included in checklists varies with the judgment of the
preparers on how extensively to refer to and highlight
authoritative literature without developing a checklist that
is too long and unwieldy.
Accordingly, checklists may serve
as convenient memory aids but cannot be used as a substitute
for direct reference to the authoritative literature.
Checklists usually provide for checking off or initialling
each question or point to show that it has been considered.
The format used in these sections is a typical one; it
provides for "yes," "no," and "not applicable" answers and
presumes that remarks would be prepared on separate crossreferenced memorandums.
Disclosure checklists are generally accompanied by caveats
that include all of the following points:
•

Use of the checklists requires the exercise of individual
professional judgment and may likely require some modifica
tion based on the circumstances of individual engagements.

•

The checklists are not all-inclusive and are not intended
to present minimum requirements.

•

Users need to modify the checklists for any pronouncements
issued subsequent to those mentioned in the checklist.
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Financial Statements and Notes Checklist
This checklist has been developed by the staff of the Technical
Information Division of the AICPA as a nonauthoritative practice
aid and accordingly, the discussion on page 5 is incorporated
herein by reference.
Explanation of References:
ARB
APB
SFAS
SAS
AC
AU
ERISA
DOL
PBGC
IRS
AAG
CFR

Accounting Research Bulletin
Accounting Principles Board Opinion
Statement of Financial Accounting Standards
Statement on Auditing Standards
Reference to section number in FASB Accounting
Standards Current Text
Reference to section number in AICPA Professional
Standards (Vol. 1)
Employee Retirement Income Security Act of 1974
Department of Labor
Pension Benefit Guaranty Corporation
Internal Revenue Service
Audit and Accounting Guide - Audits of Employee
Benefit Plans (1991)
Code of Federal Regulations

YES

I. Notes to the Financial Statements
A. General
Does
each
financial
statement
include
a
general reference to the notes indicating
that the notes are an integral part of the
financial statement presentation?
[AU 431.02] [Suggested Practice]
B. Disclosure of Significant Accounting Policies
in the Notes to Financial Statements
1. Is
a
description
of
all
significant
accounting policies of the pension plan
presented as an integral part of the
financial statements?
[APB 22, par. 8 (AC A10.102)]
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NO

N/A

YES

2. Does the disclosure of significant ac
counting policies include important judg
ments as to appropriateness of principles
concerning the recognition of income?
[APB 22, par. 12 (AC A10.105)]
3. Does the disclosure of significant
ac
counting
policies
include
appropriate
reference to details presented elsewhere
in the statements and notes, so dupli
cation of details is avoided?
[APB 22, par. 14 (AC A10.107)]
Does the disclosure of the p l a n ’s signi
ficant
accounting
policies
include
a
description of the method(s) and assump
tions used to determine the fair market
value of investments and the reported
value of contracts with insurance com
panies?
[SFAS No. 35, par. 27a (AC Pe5.126)]
5. Does the disclosure of significant ac
counting policies include a description of
the method and assumptions (i.e., assumed
rates of return, inflation rates, and re
tirement ages) used to determine the actu
arial present value of accumulated plan
benefits?
[SFAS No. 35, par. 27b (AC Pe5.126)]
6. Are any deviations from GAAP adequately
disclosed as an integral part of the
financial statements?
C. Description of Pension Plan
Financial Statements

in the Notes to

1. Do the financial statements include a
brief general description of the plan
including a description of the vesting,
allocation and benefit provisions and the
disposition of forfeitures?
[SFAS No. 35, par. 28a (AC Pe5.127); AAG,
par. 2.24a]
2. For ERISA plans, does the plan descrip
tion include a discussion of the priority
order
of
participants’ claims
to
the
assets of the plan upon plan termination
7

NO

N/A

YES
and the benefits guaranteed by the PBGC
(see note below)?
[SFAS No. 35, par. 28c (AC Pe5.127); AAG,
par. 2.24c]
3. Do the plan financial statements include
information about the plan resources and
how the stewardship responsibility has
been discharged and other factors neces
sary for users and participants to under
stand the information provided?
[SFAS No. 35, par. 5 (AC Pe5.104)]
D. Description of Pension Plan Amendments in the
Notes to Financial Statements
1. Do the financial statements
include a
description of significant plan amend
ments, adopted during the year, as of the
latest benefit information date?
[SFAS No. 35, par. 28b (AC Pe5.127); AAG,
par. 2.24b]
2. If significant amendments were adopted
between the latest benefit information
date
and
the
p l a n ’s
year
end
(when
different), do the financial statements
indicate whether or not the actuarial
present value of accumulated plan benefits
reflects those amendments?
[SFAS No. 35, par. 28b (AC Pe5.127); AAG,
par. 2.24b]
3. For ERISA plans, do the financial state
ments include a discussion of the appli
cation of the PBGC guaranty to any recently
adopted plan amendments?
[SFAS No. 35, par. 28c (AC Pe5.127)]
No t e :
If material providing this informa
tion is otherwise published and made available
to participants (e.g., employee handbook), the
disclosure reguired by paragraph 28c can be
omitted provided that (1) a reference to the
other source is made and
(2) disclosure
similar to that stated in SFAS 35 is made.
Refer to SFAS 35, par. 28, footnote 16 for
appropriate wording.
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NO

N/A

YES

E. Other Disclosures
Statements

in the Notes to Financial

1. Do the financial statements disclose the
funding policy of the pension plan and any
changes in such policy during the plan
year?
[SFAS No. 35, par. 28d (AC Pe5.127); AAG,
par. 2.24d]
a.

If significant costs of plan adminis
tration are being absorbed by the
employer, is that fact disclosed?
[SFAS No. 35, par. 28d, footnote 17 (AC
Pe5.127)]

b.

For a contributory plan, does the dis
closure on funding policy state the
method of determining the participants'
contributions?
[SFAS No. 35, par. 28d (AC Pe5.127)]

c.

For ERISA plans,
include whether:

does

the

disclosure

(1)

The minimum funding requirements
of ERISA have been met?

(2)

If a minimum funding waiver has
been granted by the IRS? Or,

(3)

If a request for a waiver is
pending before the IRS?
[SFAS
No.
35,
par.
28d
(AC
Pe5.127)]

d.

Does the plan include a brief de
scription of how contributions
are
determined pursuant to the actuarial
cost method?
[SFAS No. 35, par. 262 (AC Pe5.127)]

e.

Does the plan disclose
information
regarding the estimated future impact
of the funding policy on an existing
difference between the net asset and
benefit information?
[SFAS No. 35, par. 263 (AC Pe5.127)]
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NO

N/A

YES
2. Do the plan financial statements disclose
the policy regarding the purchase of in
surance contracts that are excluded from
plan assets?
[SFAS No. 35, par. 28e (AC Pe5.127)]
3. Do the financial statements disclose the
yearly dividend income that is related to
excluded insurance contracts and how the
dividends are reflected in the Statement of
Changes
in
Net
Assets
Available
for
Benefits?
[SFAS No. 35, par. 28e (AC Pe5.127)]
4. Do the plan financial statements disclose
significant real estate or other trans
actions in which the plan and any of the
following parties are jointly involved: (a)
the sponsor, (b) the employer(s), or (c)
the employee organization?
(See also sec
tion G. Related Party Transactions re
garding parties-in-interest)
[SFAS No. 35, par. 28h (AC Pe5.127)]
5. Have individual investments and securities
that represent five percent or more of the
net assets available for benefits been
separately identified in the footnotes or
on the face of the financial statements?
[SFAS No. 35, par. 28 (AC Pe5.127); AAG,
par. 2.24g]
F. Accounting Changes
1. For an accounting change, does disclosure
in the period of change include:
a.

Nature of the change?

b.

Justification for the change and a
clear explanation of the newly adopted
principle and why it is preferable?

c.

Effect on earnings of the plan?
[APB 20, par. 17 (AC A06.113)]

2. Is correction of an error shown as a prior
period adjustment with disclosure of the
following in the period of correction:

10

NO

N/A

YES

a.

Nature of the error?

___

b.

Effect of its correction on investment
income of the plan and the actuarial
present
value
of
accumulated
plan
benefits?

___

Are the resulting effects on the change
in net assets available for benefits of
prior periods disclosed in the fi
nancial statements for the year in
which the adjustments are made?

___

If the financial statements are pre
sented only for a single period, are
the effects of the restatement on the
balance of net assets available for
benefits at the beginning of the period
and on the change in net assets availa
ble for benefits of the immediately
preceding period disclosed?

___

c.

d.

e.

If financial statements for more than
one period
are presented,
are the
effects
disclosed
for
each
period
included in the statements?
[APB 9, par. 18 and 26, APB 20, par. 37
(AC A35.105-.107)]

___

3. If there have been any changes in account
ing estimates:
a.

Are the effects of changes in ac
counting estimates accounted for either
in:
(1)

the period of change,
if the
change affects that period only,

___

or
(2)

the period of change and future
periods,
if the change affects
both?
[APB 20, par. 31 (AC A06.130)]
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___

NO

N/A

YES

b.

If a change in an accounting estimate
affects several future periods, is its
effect on the change in net assets
available for benefits of the current
period disclosed?
[APB 20, par. 33, AC A06.132]

c.

If a change in an accounting estimate
has no material effect in the period of
change but is reasonably certain to
materially affect later periods, is the
change
disclosed
in
the
financial
statements of the period of change?
[APB 20, par. 38 (AC A06.133)]

G. Related Party Transactions
Do the financial statements include a descrip
tion of any agreements and transactions with
persons known to be parties-in-interest?
[AAG, A.42c]
Note:
ERISA defines a party-in-interest
generally as any fiduciary or employee of the
plan, any person who provides services to the
plan, an employer whose employees are covered
by the plan, an employee association whose
members are covered by the plan, a person who
owns 50% or more of such an employer or
employee association, or relatives of a person
described above.
[AAG A.72, footnote 76; ERISA sections 3(14)
and 406]
H. Contingencies and Commitments
1. Are the nature and amount of accrued loss
contingencies disclosed?
[SFAS No. 5, par. 9 (AC C59.108)]
2. For loss contingencies
disclosures indicate:

not

accrued,

do

a.

Nature of the contingency?

b.

Estimate of possible loss or range of
loss, or a statement that such estimate
cannot be made?
[SFAS No. 5, par. 10 (AC C59.109 and
.111) ]
12

NO

N/A

YES

3. Are gain contingencies disclosed with care
to avoid any misleading implications about
likelihood of realization?
[SFAS No. 5, par. 17 (AC C59.118)]
4. Are the nature and amount of any guaran
tees (e.g., guarantees of indebtedness)
disclosed?
[SFAS No. 5, par. 12 (AC C59.113)]
I . Subsequent Events
1. Are the financial statements adjusted for
any
changes
resulting
from
subsequent
events that provided additional evidence
with respect to conditions that existed at
the date of the balance sheet
(i.e.,
abnormal disposal or purchase of invest
ments since year end; changes in plan
commitments or contingent liabilities)?
[SFAS No. 5, par. 8 (AC C59.105);
(AU
560.03-.04); AAG, par. 12.10]
2. Are subsequent events that provide evidence
with respect to conditions that did not
exist at the date of the balance sheet but
arose subsequent to that date adequately
disclosed (i.e., amendments to plan and
trust instruments and insurance contracts)?
[SFAS No. 5, par. 11 (AC C59.112); (AU
560.05-.07)]
3. Do the financial statements disclose any
unusual or infrequent events or trans
actions occurring after the latest benefit
information date but before the issuance of
the financial statements that might sig
nificantly affect the usefulness of the
financial
statements
in
assessing
the
p l a n ’s present and future ability to pay
benefits?
[SFAS No. 35, par. 28i (AC Pe5.127)]
4. If the effects of any subsequent events are
not quantified, are the reasons why they
are not reasonably determinable disclosed?
[SFAS No. 35, par. 28 (AC Pe5.127)]
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NO

N/A

YES
J. Plan Terminations
1. If there is a present intention to termi
nate the plan, is this disclosed in the
financial statements?
[AAG, par. 2.29]
[The auditor may also want to consider an
explanatory paragraph in the opinion (SAS
59) .]
2. Are the financial statements prepared
the liquidation basis of accounting?
[AAG, par. 2.29 and 2.30]

___

on
___

K. Income Tax Status
Do the financial statements disclose the
federal income tax status of the plan and
whether a favorable letter of determination
has not been obtained or maintained?
[SFAS No. 35, par. 28f (AC Pe5.127); AAG, par.
2.24f]

___

L. Disclosure of Information about Financial
Instruments with Off-Balance Sheet Risk and
Financial Instruments with Concentrations of
Credit Risk [SFAS No. 105]
1. This statement is effective for financial
statements issued for fiscal years ending
after June 15, 1990.
[SFAS No. 105, par. 22 (AC F25.101)]
2. When preparing comparative financial state
ments, in the year of transition only,
these disclosures are not required for fis
cal years ending before the effective date
of this statement.
[SFAS No. 105, par. 22 (AC F25.101)]
3. For subsequent fiscal years, the infor
mation required by SFAS No. 105 will be
presented for each year for which a state
ment of financial position is presented.
[SFAS No. 105, par. 22 (AC F25.101)]
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___

___

___

NO

N/A

YES
4. If not otherwise disclosed, for financial
instruments with off-balance sheet risk
(e.g., participating contracts), has the
following information been disclosed either
in the body of the financial statements or
in the notes:
a.
b.
c.

The contract amount and the nature and
terms of the contract?

___

The cash
tracts?

___

requirements

of

those

con

The amount
of accounting
loss the
entity (plan) would incur if any party
to the financial instrument (contract)
failed completely to perform according
to the contract or if the amount due
proved to be of no value to the entity?
[SFAS No. 105, par. 18 (AC F25.113a)]

5. Do the financial statements disclose all
significant concentrations of credit risk
arising from all financial instruments?
[SFAS No. 105, par. 7 and par. 20; (AC
F25.107 and .115) SFAS No. 35, par. 28g (AC
Pe5.127G)]
II.

___

___

Financial Statements — General
A. Do the annual financial statements of the plan
include:
1. A "Statement of Net Assets Available for
Benefits" as of the end of the plan year?

___

2. A "Statement of Changes in the Net Assets
Available for Benefits" during the year?

___

3. A "Statement of Accumulated Plan Benefits"
as of either the beginning (amounts as of
the end of the preceding year) or end of
the plan year?
[SFAS No. 35 recommends reporting as of the
end of the plan year]
4. A "Statement of the Year-to-Year Changes in
the Actuarial Present Value of Accumu
lated Plan Benefits"?
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___

___

NO

N/A

YES

The information in (3) and (4) can be al
ternatively disclosed in the notes to the
financial statements.
[SFAS No. 35, pars. 6 and 8 (AC Pe5.105 and
.107), AAG, par.207]
B. Is the information regarding both the net as
sets available for benefits and the actuarial
present value of accumulated plan benefits
presented as of the same date?
[SFAS No. 35, par. 7 (AC Pe5.106)]
C. Is the information regarding both the changes
in net assets available for benefits and the
changes in the actuarial present value of ac
cumulated plan benefits presented for the same
period?
[SFAS No. 35, par. 7 (AC Pe5.106)]
D. If accumulated plan benefit information is
presented as of the beginning of the year,
h a v e the prior year statements of net assets
and changes therein also been included?
[SFAS No. 35, par. 7 (AC Pe5.106); AAG par.
2.18]
E. If comparative financial statements are pre
sented in accordance with ARB 43:
1. Are notes, explanations, and opinion quali
fications that appeared on the statements
for the preceding years repeated, or re
ferred to in the comparative statements to
the extent that they continue to be sig
nificant?
2. Are exceptions to comparability disclosed?
[ARB 43, Ch. 2A (AC F4 3 .101-.103)]
III.

Statement
Benefits

of

Net

Assets

Available

for

Plan

A. General
1. Is the accrual basis of accounting used in
preparing the statement of net assets
available for benefits?
[SFAS No. 35, par. 9 (AC Pe5.108)]
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NO

N/A

YES
2. Is
the
information
presented
in
such
reasonable
detail
as
is necessary
to
identify the p l a n ’s resources that are
available for benefits?
[SFAS No. 35, par. 9 (AC Pe5.108)]
3. Have the purchases and sales of securities
been recorded on a trade-date basis in
accordance with
the
accrual
basis
of
accounting?
[SFAS No. 35, par. 9, footnote 3 (AC
Pe5.108)]
Note: See SFAS No. 35, par. 9, footnote 3 for
exceptions to the trade date vs. settlement
date basis.
B. Valuation and Classification of Investments
1. Are plan investments (whether equity or
debt securities, real estate or other,
except
contracts
with
insurance
com
panies) presented at their fair value at
the reporting date?
[SFAS No. 35, par. 11 (AC Pe5.110); AAG,
par. 2.09-2.11]
2. If significant, does the fair value of an
investment
include
the
brokerage
com
missions and other costs normally incurred
in a sale?
[SFAS No. 35, par. 11, footnote 5 (AC
Pe5.110, Footnote 7]
3. Are the plan's investments presented in
enough detail to identify the types of
investments and the method of valuation?
[SFAS No. 35, par. 13 (AC Pe5.112); AAG,
par. 2.13]
4. Is it disclosed whether the reported fair
values of investments have been measured by
quoted prices in an active market or by
another method?
[SFAS No. 35, par. 13 (AC Pe5.112); AAG,
par. 2.09]
5. Are the following investments reported as
separate line items in the Statement of Net
Assets Available for Benefits:
17

NO

N/A

YES
a.

Government securities?

b.

Short-term securities?

c.

Corporate bonds?

d.

Common stocks?

e.

Mortgages?

f.

Real estate?

g.

Investments in bank
mingled trust funds?

h.

Master trusts?
[AAG, par. 2.13]

common

and

com

6. Are assets used in the administration of
the plan stated at cost less accumulated
depreciation?
[SFAS No. 35, par. 14 (AC Pe5.113); AAG,
par. 2.09]
7. Are investments and securities that repre
sent 5% or more of the plan's net assets
available for benefits, separately identi
fied in the financial statements or notes
thereto?
[SFAS No. 35, par. 28g (AC Pe5.127g); AAG,
par. 2.24g]
C. Contracts with Insurance Companies
1. Are those contracts that are "unallocated"
in nature included in the statement of net
assets at their contract value as defined
by ERISA and required by the instructions
in the Form 5500 Series Report?
[SFAS No. 35, par. 12 (AC Pe5.111); AAG,
par. 2.12, and 7.13]
2. Have the following contracts with insur
ance companies been reported at contract
value as a separate line item in the
financial statements:
a.

Deposit administration contracts (DA)?
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___

NO

N/A

YES

b.

Immediate participation guarantee con
tracts (IPG)?
[SFAS No. 35, pars. 12 and 123 through
126; AAG, par. 2.13]

Note 1 : EITF Issue No. 89-1 addresses the
following: (a) guaranteed investment con
tract negotiated with an insurance company
(GIC), (b) bank investment contract (BICs)
and (c) savings and loan investment con
tract (SLICs); however, a consensus has not
been reached.
Note 2 : Plans funded solely with certain
types of insurance contracts are not re
quired under ERISA to prepare financial
statements or engage an independent au
ditor.
[AAG, par. 7.23, footnote 25; CFR 2520.
104-44; and the instructions to Form 5500
Series Report]
3. Are those contracts under which payments to
the
insurance
company
are
"allocated"
specifically to individual participants,
excluded from plan assets?
[SFAS No. 35, pars. 15(g) and 18(d); AAG,
par. 7.25]
D. Contributions
Amounts

Receivable

and

Uncollectible

1. Are contributions receivable properly ac
crued as of the date of the financial
statements, including but not limited to:
(a)

receivables from employer(s)?

(b)

receivables from participants?
and

(c)

other sources of funding pursuant to
formal commitments as well as legal or
contractual requirements?
[SFAS No. 35, par. 10 (AC Pe5.109);
AAG, par. 2.14]
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NO

N/A

YES

2. Do contributions receivable include an
allowance for uncollectible amounts?
[SFAS No. 35, par. 91 (AC Pe5.109); AAG,
par. 2.15]
3. Is the amount and method of determining
employee contributions disclosed in the
financial statements or notes thereto, and
for ERISA plans,
is their status with
respect to minimum funding requirements
disclosed?
[SFAS No. 35, par. 15d (AC Pe5.114); AAG,
par. 2.24d]
4. Are employer contributions consistent with
the report of the p l a n ’s actuary, and if
applicable, does it meet the requirements
of the funding standard account (FSA)?
[AAG, par. 8.05]
5. If there is a deficiency in the FSA at the
end of the plan year, has the auditor
considered whether a receivable from the
employer company should be reflected in the
p l a n ’s financial statements?
[ERISA sections 301 through 306]
E. Cash
1. If cash is held in trusts under a trust
agreement or under an insurance contract,
is this disclosed?
[AAG, par. 12.07]
2. Are restrictions on cash appropriately
disclosed?
[SFAS No. 5, pars. 18-19 (AC C59.120)]
F. Liabilities
Have liabilities been deducted in arriving at
net assets available for plan benefits?
[AAG, par. 2.16]
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NO

N/A

YES
IV.

Statement of Changes in Net Assets Available
for Plan Benefits
A. General
1. Does the "statement of changes in net
assets available for plan benefits" (or the
notes to the financial statements) illus
trate the net change
(appreciation or
depreciation) in the fair value (or esti
mated fair value) of each significant type
of
investment,
segregated
between
in
vestments whose fair values have been
determined by quoted market prices and
those whose fair values have been otherwise
determined?
[SFAS No. 35, par. 15 (AC Pe5.114); AAG,
par. 2.17]
2. At minimum, does the statement of changes
in net assets available for plan benefits
disclose the following?
a.
b.

Other investment income
changes in fair value)?

(exclusive

___

___

of
___

Contributions from employers segregated
between cash and noncash contributions?

___

c.

Contributions from participants?

___

d.

Contributions from other sources?

___

e.

Benefits paid to participants?

___

f.

Payments to
insurance companies to
purchase contracts that are excluded
from plan assets?

___

g.

Administrative expenses?

___

h.

Transfers of assets
plans?
[SFAS No. 35, par.
AAG, par. 2.17]

to

or

from

other
___

15

(AC

Pe5.114);

3. For each significant type of investment are
realized and unrealized gains and losses on
investments that were both bought and sold
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NO

N/A

YES
during the year included in the net change
in fair value?
[SFAS No. 35, par. 15, footnote 7 (AC
Pe5.114)]
For plan years beginning on or after
January 1, 1990, plan administrators must
report realized and unrealized gains and
losses on form 5500 using revalued cost.
B. Contributions
1. Are employer contributions segregated be
tween cash and noncash contributions?
[SFAS No. 35, par. 15c (AC Pe5.114)]
2. Are noncash contributions recorded at fair
value?
[SFAS No. 35, par. 15c, footnote 8 (AC
Pe5.114)]
3. Are the nature of noncash contributions
described, either parenthetically or in a
footnote?
[SFAS No. 35, par. 15c, footnote 8 (AC
Pe5.114)]
4. Are contributions from other sources (i.e.,
state subsidies or federal grants) sepa
rately identified in the financial state
ments or notes thereto?
[SFAS No. 35, par. 15e (AC Pe5.114)]
C. Benefits Paid to Participants
Are benefits paid directly to participants,
segregated from benefit payments to partici
pants made by an insurance company in accor
dance with a contract that is excluded from
plan assets?
[SFAS No. 35, par. 15f and 18d (AC Pe5.117)]
D. Transfer of Assets to or From Other Plans
If the transfer of assets to or from other
plans is significant, are they disclosed in
notes to the financial statements?
[AAG, par. 2.17]
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NO

N/A

YES
V. Statement of Accumulated Plan Benefits
A. Total Actuarial Present Value of Accumulated
Plan Benefits
1. Are the following line items (categories)
disclosed as of the benefit information
da t e :
a.

Vested benefits of participants
rently receiving payments?

b.

Other vested benefits?

c.

Nonvested benefits?
[SFAS No. 35, par.
AAG, par. 2.21]
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(AC

cur

Pe5.121);

2. Does
the
amount
disclosed
as
vested
benefits of participants currently re
ceiving payments include those benefits due
and payable as of the benefit information
date?
[SFAS No. 35, par. 22 (AC Pe5.121)]
3. Have accumulated plan benefits been de
termined in accordance with SFAS No. 35,
and the actuarial assumptions utilized
disclosed in the notes to the financial
statements?
[SFAS No. 35, pars. 16-19 (AC Pe5.116)]
4. Are the assumed rates of return used in
calculating
accumulated
plan
benefits
determined in accordance with SFAS No. 35,
and if not,
is this disclosed in the
financial statements?
[SFAS No.
35,
pars.
20 and
198
(AC
Pe5.119(a))]
B. Accumulated Contributions of Active Employees
1. Are the amount of the present employees'
accumulated contributions, as of the bene
fit information date, including interest
credited, disclosed?
[SFAS No. 35, par. 22 (AC Pe5.121)]
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NO

N/A

YES

2. If interest has been credited on employers’
contributions, is the rate disclosed?
[SFAS No. 35, par. 22 (AC Pe5.121)]

VI.

Statement
Benefits

of

Changes

in

Accumulated

Plan

A. Changes in the Actuarial Present Value of Ac
cumulated Plan Benefits at Beginning of Year
to the Actuarial Present Value at End of Year
1. Are the significant factors affecting the
year-to-year change in the actuarial pre
sent value of accumulated plan benefits
disclosed either on the face of the state
ment of changes in accumulated plan bene
fits or the notes thereto?
Minimum dis
closure shall include:
a.

Changes in plan amendments?

b.

Changes in the plan document (e.g., as
a result of a spinoff or merger)?

c.

Changes in actuarial assumptions?
[SFAS No. 35, par. 25 (AC Pe5.124);
AAG, par. 2.22]

2. If any one factor is individually signifi
cant, is that factor separately disclosed?
[SFAS No. 35, par. 25 (AC Pe5.124)]
3. Are the significant effects of other fac
tors, such as (a) benefits accumulated (b)
the increase (for interest) as a result of
the decrease in the discount period, and
(c) benefits paid, also disclosed in the
financial statements or notes thereto?
[SFAS No. 35, par. 25 (AC Pe5.124)]
B. Changes in Actuarial Assumptions
1. Are the effects of changes in actuarial
assumptions accounted for in the year of
change (or in the year of change and future
years if the change affects both), and not
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NO

N/A

YES
by restating amounts reported in financial
statements for prior years?
[SFAS No. 35, par. 23 (AC Pe5.122); AAG,
par. 2.22]
2. For
plans
that
measure
the
actuarial
present value of accumulated plan benefits
by insurance company rates pursuant to the
approach described in paragraph 21 of SFAS
No. 35, are the effects of the changes in
actuarial assumptions reflected in changes
in those insurance rates disclosed?
[SFAS No. 35, par. 25, footnote 11 (AC
Pe5.124)]
C. Benefits Accumulated and Benefits Paid
1. Are the amounts of accumulated benefits,
including actuarial experience gains or
losses, disclosed in the financial state
ments?
[SFAS No. 35, par. 25, footnote 12 and 13
(AC Pe5.124)]
2. Are the amounts of benefits paid, includ
ing amounts paid by the pension plan to an
insurance company, separately disclosed in
the financial statements?
[SFAS No. 35, par. 25 (AC Pe5.124)]
3. If the minimum required disclosure is pre
sented in other than a statement format, is
the actuarial present value of accumulated
plan benefits as of the preceding benefit
information date also presented?
[SFAS No. 35, pars. 25 and 26 (AC Pe5.124)]
No t e : The use of averages or other methods
of approximation that are consistent with
recommended actuarial practice are allowed,
provided the results obtained are sub
stantially the same as the results contem
plated by SFAS No. 35.
[SFAS No. 35, par. 29 (AC Pe5.128)]
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NO

N/A

YES

VII.

ERISA Reporting Requirements

A. FORM 5500 Series Report
1. Did plans with 100 or more participants at
the beginning of the plan year file an
annual report (Form 5500) containing fi
nancial statements prepared in accordance
with GAAP, separate schedules, notes (re
quired for a full and fair presentation) ,
and an independent public accountant’s
report prepared under generally accepted
auditing standards?
[AAG, Appendix A]
2. Did the auditor review the D O L ’s regula
tions
for
subsequent
changes
to
the
reporting requirements in the Form 5500
Series Report?
[SOP 88-2]
B. Financial Statement Disclosures Required Under
the Alternative Method of Compliance for Pen
sion Plans Pursuant to DOL Regulations Section
CFR 2520.103 and Section 103 of ERISA
1. If the financial statements of the pension
plan are filed under the “alternative
method" pursuant to DOL Regulations Sec.
2520.103-1(a)(2), do the disclosures in the
financial statements include:
a.

A description of accounting principles
and variances from Generally Accepted
Accounting Principles?

b.

A description of the plan, including
significant changes in the plan and the
effect of the changes on benefits?

c.

The funding policy and changes in the
funding policy from the prior year?

d.

A description of material lease com
mitments,
and other commitments and
contingent liabilities?

e.

A description of any agreements and
transactions with persons known to be
parties-in-interest?
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NO

N/A

YES

f.

g.

h.

A general description of priorities in
the event of plan termination?

___

Whether or not a tax ruling or determi
nation letter has been obtained?

___

An explanation of any differences be
tween the separate financial statements
and the financial information required
on Form 5500?
[AAG, Appendix A]

___

2. For plans filing under both methods, is the
following additional information included
in the financial statements and covered by
the auditor's report:
a.

b.

Schedule of plan assets and liabilities
by category at fair value and in com
parative form?
Information
concerning plan
income,
expenses and changes in net assets
during the plan year?
[AAG, Appendix A]

___

___

3. Pursuant
to
DOL
regulations,
are
the
following separate schedules included with
the financial statements of the plan and
covered by the auditor’s report:
a.

Investment
assets
(one schedule
of
assets held at plan year-end and one
schedule of certain assets acquired and
disposed of within the plan year) show
ing separate disclosure of the realized
gain or loss on sales of securities and
the unrealized appreciation (depreci
ation) of investments held?

___

b.

Transactions with parties-in-interest?

___

c.

Loans or fixed income obligations which
are in default or uncollectible?

___

d.

Leases in default or uncollectible?

___

e.

Reportable transactions - including all
individual security transactions that
exceed 5% of the fair value of plan
27

NO

N/A

YES

assets at the beginning of the year [3%
per ERISA Sec. 103(c)(5)]?
[AAG, Appendix A]
4. Pursuant to DOL regulations:
a.

Is the auditor’s
manually signed?

report

b.

Does it indicate
where issued?

c.

Does it identify the statements and
schedules covered?
[AAG, Appendix A and 29 CFR 2520.103-2]

the

city

dated

and

and

state

5. Does the auditor’s report:
a.

Disclose any omitted auditing pro
cedures deemed necessary by the auditor
and the reasons for their omission?

b.

State clearly the auditor's opinion of
the financial statements and schedules
covered by the report, and the ac
counting
principles
and
practices
reflected therein?

c.

State clearly any matters to which the
auditor takes exception, the exception,
and to the extent practical, the effect
of such matter on the related financial
statements?

d.

Are the exceptions, if any, further
identified as (a) those that are the
result of DOL regulations, and (b) all
others?
[DOL Regulations Sec. 29 CFR 2520]
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NO

N/A

Auditor's Reports Checklist
This checklist has been developed by the staff of the Technical
Information Division of the AICPA as a nonauthoritative practice
aid and accordingly, the discussion on page 5 is incorporated
herein by reference.
Explanation of References:
SAS =
AU =
AAG =
DOL =
CFR =

Statement on Auditing Standards
Reference to section number in AICPA
Standards (Vol. 1)
Audit and Accounting Guide — Audits
Benefit Plans (1991)
Department of Labor
Code of Federal Regulations

Professional
of

Employee

Auditor's Reports Checklist
YES

1.

Does the auditor's report include appropriate:
a. Addressee?
[SAS 58, par. 9 (AU 508.09)]

___

b. Date (or dual dates) of the report?
[SAS 1, sec. 530 (AU 530); SAS 58, pars.
and 74 (AU 508.46 and .74)]

___
46

c. A title that includes the word independent?
[SAS 58, par. 8 (AU 508.08)]

___

Note:
DOL Regulations require the auditor's
report to be dated and manually signed and to
identify city and state where issued.
2.

3.

If the auditor is not independent, has the ap
propriate disclaimer of opinion been expressed?
[SAS 26 (AU 504.09)]
Does the reporting language conform
auditor's standard report on:
a. Financial statements of a single
period?
[SAS 58, par. 8 (AU 508.08)]
b. Comparative financial statements?
[SAS 58, par. 8 (AU 508.08)]
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with
year

___

the
or
___

___

NO

N/A

YES
c. Comparative financial statements with differ
ing opinions?
[SAS 58, pars. 74-76 (AU 508.74-.76)]
4.

___

Does the auditor's report conform to SAS 58 and
include appropriate language as set forth in the
audit and accounting guide— Audits of Employee
Benefit Plans, as follows:
a. Auditor's Report on Financial Statements of a
Defined Benefit Plan Assuming End-of-Year
Benefit Information Date
[AAG, par. 13.04]
b. Supplemental Schedules Relating to ERISA and
DOL regulations
[AAG, par. 13.10]
c. Auditor's Report on Financial Statements of a
Defined Benefit Plan Assuming Beginning-ofYear Benefit Information Date
[AAG, par. 13.05)]
d. Auditor's Report on Financial Statements —
Limited-Scope Audits Under DOL Regulations
[AAG, par. 13.22]

---

___

___

___

N o t e : AAG includes additional auditor reports
with respect to financial statements of a trust
and also nonreadily marketable investments.
5.

Does the auditor's report include appropriate
language with respect to any of the following
situations:
a. Part of the examination was made by other
independent auditors and the principal audi
tor is indicating a division of responsi
bility for the examination in his report?
[SAS 1, sec. 543 (AU 543); SAS 58, pars.
12-13 (AU 508.12-.13)]
b. Departure
from
a
promulgated
accounting
principle when conformity would result in a
misleading presentation?
[SAS 58, pars. 14-15 (AU 508.14-.15)]
c. Updating of a previously issued opinion
during the current period audit?
[SAS 58, pars. 77-78 (AU 508.77-.78)]
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___

___

___

NO

N/A

YES
6.

Has an explanatory paragraph been added to the
standard auditor’s report if:
a. The financial statements are affected by
uncertainties concerning future events, the
outcome of which is not susceptible of
reasonable estimation at the date of the
auditor's report?
[SAS 58, pars. 16-33 (AU 508.16-.33)]
b. The auditor concludes that substantial doubt
about the entity's ability to continue as a
going concern for a reasonable period of time
remains and that conclusion is expressed
through the use of the phrase "substantial
doubt about its (the entity's) ability to
continue as a going concern"?
[SAS 64, par. 1 (AU 341.12)]
c. There has been between periods a material
change in accounting principles or in the
method of their application?
[SAS 58, pars. 34-36 (AU 508.34-.36)]
d. A matter regarding the financial statements
that should be emphasized?
[SAS 58, par. 37 (AU 508.37)]
Note 1 : Changes in the format of presentation
of accumulated benefit information or a change
in the date as of which such information is
presented does not require the auditor to add an
explanatory paragraph to his report.
[AU 9420.65]
Note 2 :
DOL Regulation Section CFR 2520
requires that the auditor separately identify
any exceptions to his report that are the result
of DOL regulations.
(See VII ERISA Reporting
Requirements.)

7.

If the financial statements of a prior period
have been audited by a predecessor auditor whose
report is not indicated in the introductory
paragraph:
a. Were the financial statements of the prior
period audited by another auditor?
b. What was the date of the report?
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NO

N/A

YES

c. What was the type of report
predecessor auditor?

issued

by the

d. If the report was other than a standard
report, what were the substantive reasons
therefor?
[SAS 64, par. 2 (AU 508.83)]
8.

If the financial statements have been restated,
does the introductory paragraph indicate a
predecessor auditor reported on the financial
statements
of
the
prior
period
before
restatement?
[SAS 64, par. 2 (AU 508.83)]

9.

If the successor auditor is engaged to audit and
applies sufficient procedures to satisfy himself
as to the appropriateness of the restatement
adjustments, did he report on it in accordance
with SAS No. 64, par. 2?
[SAS 64, par. 2 (AU 508.83)]

10. Has a qualified opinion or disclaimer of opinion
been expressed if scope limitations precluded
the application of one or more auditing pro
cedures considered necessary in the circum
stances (e.g., the inability to ascertain the
fair value of investments)?
[SAS 58, pars. 40-45 (AU 508.40-.45)]
11. Has a qualified opinion pursuant to DOL Reg
ulations 29 CFR 2520.103-8 — limited scope ex
emption, been issued?
[AAG, par. 13.22]
12. Has a qualified opinion or adverse opinion been
expressed if the following circumstances are
present:
a. Departure from generally accepted accounting
principles?
[SAS 58, pars. 49-66 (AU 508.49-.66)]
b. Inadequate disclosure?
[SAS 58, pars. 55-58 (AU 508.55-.58)]
c. Unresolved matters involving specialists?
[SAS 11, par. 9 (AU 336.09)]
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NO

N/A

YES
d. Material errors or irregularities in the
financial statements which have not been
revised?
[SAS 53, par. 26 (AU 316.26)]
e. Illegal acts by clients?
[SAS 54, par. 18 (AU 317.18)]
f . Material misstatement of the financial state
ments?
[SAS 47, par. 31 (AU 312.31)]
g. Financial
statements
issued
before
the
effective date of a Statement of Financial
Accounting Standards (SFAS) when disclosure
is not made of the effect of a restatement
which will be required in the future as a
result of the SFAS?
[Interpretation 3 of SAS 1, section 410 (AU
9410.13-.15)]
h. P l a n ’s representations and disclosures about
related party transactions and parties-ininterest transactions cannot be substanti
ated?
[SAS 45, par. 2 (AU 334.12); AAG, pars.
12.11H; A.72]
13. If a qualified opinion, adverse opinion, or dis
claimer of opinion is expressed, are all the
substantive reasons for the opinion or dis
claimer disclosed?
[SAS 58, pars. 39, 68 and 71 (AU 508.39, .68,
and .71)]
14. Has the auditor’s opinion been modified as
deemed applicable: qualified opinion, disclaimer
of opinion, or explanatory paragraph for the
following:
a. Conditions that precluded application of
necessary auditing procedures to long-term
investments?
[SAS 58, par. 42 (AU 508.42)]
N o t e : Section CFR 2520.103-8 of the D O L ’s Rules
and Regulations permit a "limited-scope" audit
with respect to certain investments of the plan.
Refer to Exhibit C of this checklist for an
example of the auditor's report.
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NO

N/A

YES

b. Client's refusal to provide written
sentation?
[SAS 19, par. 11 (AU 333.11)]

repre

c. Limitations on scope of lawyer's response?
[SAS 12, pars. 12-14 (AU 337.12-.14)]

___
___

15. If additional information not required under
GAAP (e.g., supplemental schedules required by
the DOL) is to accompany the basic financial
statements and auditor's report in a document
submitted by the auditor to the client, does the
auditor's report:
a. State that the audit was made for the purpose
of forming an opinion on the basic financial
statements taken as a whole?
[SAS 29, par. 6 (AU 551.06A)]
identify
the
b. Specifically
information?
[SAS 29, par. 6 (AU 551.06b)]
c

State that the
presented for
ERISA or DOL
required
part
statements?
[SAS 29, par. 6

accompanying

accompanying information is
purposes of complying with
requirements and is not a
basic
financial
of
the
(AU 551.06c 9 footnote 3)]

d. State whether the additional information has
been subjected to the auditing procedures
applied in examining the basic financial
statements or whether the auditor disclaims
an opinion?
[SAS 29, par. 6 (AU 551.06d)]
e. Express
an
opinion
on
whether
the
accompanying information is fairly stated in
relation to the basic financial statements?
[SAS 29, par. 6 (AU 551.06d)]
16. If the auditor has expressed a qualified opinion
on the basic financial statements, has the
effect of the modification been taken into
consideration
when
reporting
on
the
ac
companying information?
[SAS 29, par. 10 (AU 551.10 and 551.14)]
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___

___

NO

N/A

YES

17. Has the auditor considered the consistency of
"other information” in documents (e.g., Form
5500) containing audited financial statements?
[SAS 8, par. 4 (AU 550.04)]

NO

N/A

___

18. If
an
auditor-submitted
document
with
ac
companying information is co-existing with a
document that includes just the basic financial
statements and auditor’s report:
Do the basic financial statements in all co
existing documents consistently include all
the
information
necessary
for
a
fair
presentation in conformity with generally
accepted accounting principles?
[SAS 29, par. 21 (AU 551.21)]

___

19. If
a
separate
report
on
internal
control
structure is to be issued1 is the appropriate
form of report used for:
a. A report for restricted use of management,
specified
regulatory
agencies,
or
other
specified third parties based solely on
documentation made as part of an audit of
financial statements?
[SAS 60, par. 10 (AU 325.10)]
b. A report on all or part of an entity’s
internal control structure for restricted use
of
management
or
specified
regulatory
agencies, based on the regulatory agencies’
pre-established criteria?
[SAS 30, pars. 54-59 (AU 642.54-.59)]
c. Other special purpose reports on all or parts
of the entity's internal control structure
for restricted use of management, specified
regulatory agencies, or other specified third
parties?
[SAS 30, pars. 60-61 (AU 642.60-.61)]

___

___

___

1 Reportable conditions in internal control structure that have
not been corrected must be communicated, preferably in writing, to
senior management and the board of directors or its audit
committee. [SAS 60]
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YES

20. If the
auditor
is reporting
on
financial
statements prepared on a comprehensive basis of
accounting other than generally accepted ac
counting principles, has the auditor considered
whether the financial statements (including the
accompanying notes)
include all
informative
disclosures that are appropriate for the basis
of accounting used?
[SAS 62, pars. 3-6 (AU 623.03-.06)]
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NO

N/A

Illustrative Financial Statements

Exhibit A
Illustration of Auditor’s Report on Financial Statements
of a Defined Benefit Plan Assuming
End-of-Year Benefit Information Date
INDEPENDENT AUDITOR'S REPORT
Addressee:
We have audited the accompanying statements of net assets available for benefits and of accumulated plan benefits
of XYZ Pension Plan (the Plan) as of December 31, 19X1 and December 31, 19X0, and the related statements of
changes in net assets available for benefits, and changes in accumulated plan benefits for the years then ended.
These financial statements are the responsibility of the Plan's management. Our responsibility is to express an
opinion on these financial statements based on our audit.
We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and signifi
cant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial status
of the Plan as of December 3 1 , 19X1 and December 3 1 , 19X0, and the changes in its financial status for the years then
ended, in conformity with generally accepted accounting principles.

[Signature of Firm]
[City and State]
[Date]

Supplemental Schedules Relating to
ERISA and DOL Regulations
(When the auditor's report covers additional information and the auditor has applied auditing procedures and
is expressing an opinion on the additional information, a separate paragraph of the report might be worded
as follows:)
Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a whole. The
supplemental schedules of (list the schedules to be included, e.g., "assets held for investment" as of December 32, 19X1),
are presented for purposes of complying with the Department of Labor's Rules and Regulations for Reporting and
Disclosure under the Employee Retirement Income Security Act of 1974 and are not a required part of the basic
financial statements. The supplemental schedules have been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole.
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Exhibit B
7

Illustration of Auditor’s Report on Financial Statements
of a Defined Benefit Plan Assuming
Beginning-of-Year Benefit Information Date
INDEPENDENT AUDITOR'S REPORT
Addressee:
We have audited the accompanying statements of net assets available for benefits of XYZ Pension Plan (the Plan)
as of December 3 1 , 19X1 and 19X0, and the related statements of changes in net assets available for benefits for the
years then ended and the statement of accumulated plan benefits as of December 3 1 , 19X0, and the related statement
of accumulated plan benefits for the year then ended. These financial statements are the responsibility of the Plan's
management. Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and signifi
cant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial status
of the Plan as of December 31, 19X0, and changes in its financial status for the year then ended and information
regarding net assets available for benefits and changes therein as of and for the year ended December 3 1 , 19X1, in
conformity with generally accepted accounting principles.

[Signature of Firm]
[City and State]
[Date]

NOTE: This opinion is used if benefit information (the actuarial present value of accumulated plan benefits) is
not available as of the reporting date. The reporting date is the date the information regarding the "net
assets available for benefits" is presented.
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Exhibit C
Illustration of Auditor’s Report
on Financial Statements—
Limited-Scope Audits Under DOL Regulations
INDEPENDENT AUDITOR'S REPORT
Addressee:
We were engaged to audit the financial statements and accompanying schedules of XYZ Pension Plan (the Plan) as
of December 3 1 , 19X1 and for the year then ended. These financial statements and schedules are the responsibility
of the Plan's management.
As permitted by Section 2520.103-8 of the Department of Labor's Rules and Regulations for Reporting and
Disclosure under the Employee Retirement Income Security Act of 1974, the plan administrator instructed us not to
perform, and we did not perform, any auditing procedures with respect to the information summarized in Note X,
which was certified by ABC Bank, the trustee of the Plan, except for comparing the information with the related
information included in the 19X1 financial statements and supplemental schedules. We have been informed by the
plan administrator that the trustee holds the Plan's investment assets and executes investment transactions. The
plan administrator has obtained a certification from the trustee as of and for the year ended December 3 1 , 19X1 that
the information provided to the plan administrator by the trustee is complete and accurate.
Because of the significance of the information that we did not audit, we are unable to, and do not express an opinion
on the accompanying financial statements and schedules taken as a whole. The form and content of the information
included in the financial statements and schedules, other than that derived from the information certified by the
trustee, have been audited by us in accordance with generally accepted auditing standards and, in our opinion, are
presented in compliance with the Department of Labor's Rules and Regulations for Reporting and Disclosure under
the Employee Retirement Income Security Act of 1974.

[Signature of Firm]
[City and State]
[Date]
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ABC COMPANY PENSION PLAN
STATEMENT OF NET ASSETS AVAILABLE FOR BENEFITS
[End-of-year benefit information date]
December 31
Assets
Investments at fair value
United States government
securities
Corporate bonds and debentures
Common stock
ABC Company
Other
Mortgages
Common trust

19X1

19X0

$ 350,000
3,500,000

$ 270,000
3,670,000

690,000
2,250,000
480,000
270,000

880,000
1,860,000
460,000
240,000

7,540,000
Deposit administration contract, unallocated,
at contract value

1,000,000

Total investments

8,540,000

Receivables
Employees' contributions
Employer's contributions
Accrued interest and dividends

7,380,000
890,000
8,270,000

40,000
310,000
77,000

35,000
175,000
76,000

427,000

286,000

200,000

90,000

9,167,000

8,646,000

Liabilities
Accounts payable
Securities purchased
Other

—
70,000

400,000
60,000

Accrued expenses

85,000

40,000

Total Liabilities

155,000

500,000

$9,012,000

$8,146,000

Total receivables
Cash
Total Assets

Net assets available for benefits

The accompanying notes are an integral part of the financial statements.
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ABC COMPANY PENSION PLAN
STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
[End-of-year benefit information date]
Year Ended December 31
19X1
Investment income
Net appreciation (depreciation) in
fair value of investments
Interest
Dividends

$ 207,000
345,000
185,000

Less investment expenses
Contributions
Employer
Employees
Total Additions
Benefits paid directly to participants
Purchases of annuity contracts
Administrative expenses
Total deductions
Net increase
Net assets available for benefits
Beginning of year
End of year

19X0

(72,000)
320,000
153,000

737,000
(39,000)

401,000
(35,000)

698,000

366,000

780,000
450,000

710,000
430,000

1,230,000

1,140,000

1,928,000

1,506,000

740,000
257,000
65,000

561,000
185,000
58,000

1,062,000

804,000

866,000

702,000

8,146,000

7,444,000

$9,012,000

$8,146,000

The accompanying notes are an integral part of the financial statements.

NOTE: Pursuant to SFAS No. 102, a statement of cash flows is not required for defined benefit pension plans
covered by SFAS No. 35. However, plans are encouraged to include a statement of cash flows with their
annual financial statements when that statement would provide relevant information about the ability of
the plan to meet future obligations (for example, when the plan invests in assets that are not highly liquid).
[SFAS 102, par. 5]
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ABC COMPANY PENSION PLAN
STATEMENT OF ACCUMULATED PLAN BENEFITS
[End-of-year benefit information date]
December 31
Actuarial present value of accumulated
plan benefits
Vested benefits
Participants currently receiving payments
Other participants
Sub-total
Nonvested benefits
Total actuarial present value of accumulated plan benefits

19X1

19X0

$ 3,040,000
8,120,000

$ 2,950,000
6,530,000

11,160,000
2,720,000

9,480,000
2,400,000

$13,880,000

$11,880,000

STATEMENT OF CHANGES IN ACCUMULATED PLAN BENEFITS
For The
Years Ended
December 31
Actuarial present value of accumulated plan benefits
at beginning of year

19X1

19X0

$11,880,000

$10,544,000

Increase (decrease) during the year attributable to:
Plan amendment

2,410,000

Change in actuarial assumptions

(1,050,500)

Benefits accumulated

895,000

Increase for interest due to the decrease in the
discount period

742,500

Benefits paid

700,000
636,000

(997,000)

Net increase
Actuarial present value of accumulated plan benefits
at end of year

2,000,000

1,336,000

$13,880,000

$11,880,000

The accompanying notes are an integral part of the financial statements.
NOTE: The information in these statements can alternatively be shown as schedules within the notes to the
financial statements.
[SFAS 35, pars. 6 and 26]
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ABC COMPANY PENSION PLAN
NOTES TO FINANCIAL STATEMENTS
A . Description of Plan
The following is a brief description of the ABC Company Pension Plan (Plan). Participants should refer to the
Plan agreement for more complete information.
1. General. The Plan is a defined benefit pension plan covering substantially all employees of ABC Company
(Company). It is subject to the provisions of the Employee Retirement Income Security Act of 1974 (ERISA).
2 . Pension Benefits. Employees with 10 or more years of service are entitled to annual pension benefits beginning
at normal retirement age (65) equal to 1½ % of their final 5-year average annual compensation for each year of
service. The Plan permits early retirement at ages 55-64. Employees may elect to receive their pension benefits
in the form of a joint and survivor annuity. If employees terminate before rendering 10 years of service, they
forfeit the right to receive the portion of their accumulated plan benefits attributable to the Company's
contributions. Employees may elect to receive the value of their accumulated plan benefits as a lump-sum
distribution upon retirement or termination, or they may elect to receive their benefits as a life annuity
payable monthly from retirement. For each employee electing a life annuity, payments will not be less than
the greater of (a) the employee's accumulated contributions plus interest or (b) an annuity for five years.
3. Death and Disability Benefits. If an active employee dies at age 55 or older, a death benefit equal to the value
of the employee's accumulated pension benefits is paid to the employee's beneficiary. Active employees
who become totally disabled receive annual disability benefits that are equal to the normal retirement
benefits they have accumulated as of the time they become disabled. Disability benefits are paid until normal
retirement age at which time disabled participants begin receiving normal retirement benefits computed as
though they had been employed to normal retirement age with their annual compensation remaining the
same as at the time they became disabled.
B . Summary of Accounting Policies
The following are the significant accounting policies followed by the Plan:
1. Valuation of Investments. Investments are stated at fair market value using, where available, quoted market
prices of a national securities exchange. As disclosed in Note (E), investments that have no quoted market
price are stated at estimated fair value. Many factors are considered in determining fair market value. In
general, corporate bonds are valued based on yields currently available on comparable securities of issuers
with similar credit ratings. Investments in certain restricted common stocks are valued at the quoted market
price of the issuer's unrestricted common stock less an appropriate discount. If a quoted market price for
unrestricted common stock of the issuer is not available, restricted common stocks are valued at a multiple
of current earnings less an appropriate discount. The multiple chosen is consistent with multiples of similar
companies based on current market prices.
The fair value of the participation units owned by the Plan in the common trust fund are based on
quoted redemption values on the last day of the plan year.
Mortgages have been valued on the basis of their future principal and interest payments discounted at
prevailing interest rates for similar instruments.
The Plan's deposit administration contract with the National Insurance Company (National) (Note F) is
valued at contract value. Contract value represents contributions made under the contract, plus interest at
the contract rate, less funds used to purchase annuities and pay administration expenses charged by
National. Funds under the insurance contract that have been allocated and applied to purchase annuities
(i.e., National is obligated to pay the related pension benefits) are excluded from the Plan's assets.
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2 . Actuarial Present Value of Accumulated Plan Benefits. Accumulated plan benefits are those future periodic pay
ments, including lump-sum distributions, that are attributable under the Plan's provisions to the service
employees have rendered. Accumulated plan benefits include benefits expected to be paid to (a) retired or
terminated employees or their beneficiaries, (b) beneficiaries of employees who have died, and (c) present
employees or their beneficiaries. Benefits under the Plan are based on employees' compensation during
their last five years of credited service.
The accumulated plan benefits for active employees are based on their average compensation during
the five years ending on the date as of which the benefit information is presented (the valuation date).
Benefits payable under all circumstances—retirement, death, disability, and termination of em ploym entare included, to the extent they are deemed attributable to employee service rendered to the valuation date.
Benefits to be provided via annuity contracts excluded from plan assets are excluded from accumulated
plan benefits.
The actuarial present value of accumulated plan benefits is determined by an actuary from the AAA
Company and is that amount that results from applying actuarial assumptions to adjust the accumulated
plan benefits to reflect the time value of money (through discounts for interest) and the probability of payment
(by means of decrements such as for death, disability, withdrawal, or retirement) between the valuation
date and the expected date of payment. The significant actuarial assumptions used in the valuations as of
December 3 1 , 19X1 and December 3 1 , 19X0 were (a) life expectancy of participants (the 19X1 Group Annuity
Mortality Table was used), (b) retirement age assumptions (the assumed average retirement age was 60),
and (c) investment return. The 19X1 and 19X0 valuations included assumed average rates of return of 8%
and 6.25%, respectively, including a reduction of .2% to reflect anticipated administrative expenses associated
with providing benefits. The foregoing actuarial assumptions are based on the presumption that the Plan will
continue. Were the Plan to terminate, different actuarial assumptions and other factors might be applicable
in determining the actuarial present value of accumulated plan benefits.
C.

Funding Policy
As a condition of participation, employees are required to contribute 3% of their salary to the Plan. Present
employees' accumulated contributions at December 3 1 , 19X1 and 19X0 were $2,575,000 and $2,325,000, respec
tively, including interest credited at an interest rate of 8.2% compounded annually. The Company's funding
policy is to make annual contributions to the Plan in amounts that are estimated to remain a constant percen
tage of employees' compensation each year (approximately 5% for 19X1 and 19X0), such that, when combined
with employees' contributions, all employees' benefits will be fully provided for by the time they retire. Begin
ning in 19X2, the Company's contribution is expected to increase to approximately 6% to provide for the
increase in benefits attributable to the Plan amendment effective July 1 , 19X1 (Note G). The Company's contri
butions for 19X1 and 19X0 exceeded the minimum funding requirements of ERISA.
Although it has not expressed any intention to do so, the Company has the right under the Plan to discon
tinue its contributions at any time and to terminate the Plan subject to the provisions set forth in ERISA.

D.

Plan Termination*
In the event the Plan terminates, the net assets of the Plan will be allocated, as prescribed by ERISA and its
related regulations, generally to provide the following benefits in the order indicated:
a. Benefits attributable to employee contributions, taking into account those paid out before termination.
b. Annuity benefits that former employees or their beneficiaries have been receiving for at least three years,
or that employees eligible to retire for that three-year period would have been receiving if they had retired
with benefits in the normal form of annuity under the Plan. The priority amount is limited to the lowest
benefit that was payable (or would have been payable) during those three years. The amount is further
limited to the lowest benefit that would be payable under plan provisions in effect at any time during the
five years preceding plan termination.
c. Other vested benefits insured by the Pension Benefit Guaranty Corporation (PBGC) up to the applicable
limitations (discussed below).
d. All other vested benefits (that is, vested benefits not insured by the PBGC).
e. All nonvested benefits.
f . Benefits to be provided via contracts under which National (Note F) is obligated to pay the benefits would
be excluded for allocation purposes.

*If material, provided this information is otherwise available to participants (e.g., employee handbook), this disclosure can be omitted, if (1) a
reference to such source is made and (2) disclosure similar to that suggested in SFAS 35 is used. Refer to SFAS 35, par. 28, footnote 16.
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Certain benefits under the Plan are insured by the PBGC if the Plan terminates. Generally, the PBGC guarantees
most vested normal age retirement benefits, early retirement benefits, and certain disability and survivor's
pensions. However, the PBGC does not guarantee all types of benefits under the Plan, and the amount of benefit
protection is subject to certain limitations. Vested benefits under the Plan are guaranteed at the level in effect on the
date of the Plan's termination. However, there is a statutory ceiling on the amount of an individual's monthly benefit
that the PBGC guarantees. For plan terminations occurring during 19X1 and 19X0, that ceiling which is adjusted
periodically was $1,149 and $1,159.09 per month, respectively. That ceiling applies to those pensioners who elect
to receive their benefits in the form of a single-life annuity and are at least 65 years old at the time of retirement or
plan termination (whichever comes later). For younger annuitants or for those who elect to receive their benefits in
some form more valuable than a single-life annuity, the corresponding ceilings are actuarially adjusted downward.
Benefit improvements attributable to the Plan amendment effective July 1 , 19X1 (Note G) may not be fully guaran
teed even though total benefit entitlements fall below the aforementioned ceilings. For example, none of the
improvement would be guaranteed if the plan were to terminate before July 1, 19X2. After that date, the PBGC
would guarantee 20% of any benefit improvements that resulted in benefits below the ceiling, with an additional
20% guaranteed each year the plan continued beyond July 1 , 19X2. If the amount of the benefit increase below the
ceiling is also less than $100, $20 of the increase (rather than 20%) becomes guaranteed by the PBGC each year following
the effective date of the amendment. As a result, only the primary ceiling would be applicable after July 1, 19X6.
Whether all participants receive their benefits should the Plan terminate at some future time will depend on the
sufficiency, at that time, of the Plan's net assets to provide those benefits and may also depend on the level of
benefits guaranteed by the PBGC.
E. Investments Other Than Contract With Insurance Company
Except for its deposit administration contract (Note F), the Plan's investments are held by a bank-administered
trust fund. The following table presents the fair values of those investments. Investments that represent 5% or
more of the Plan's net assets are separately identified as follows:

Investments at Fair Value As
Determined by Quoted Market Price
United States government securities
Corporate bonds and debentures
National Locomotive 7%,
$600,000 face amount, series C
bonds due 19X5
General Design Corp. 8½ %,
$700,000 and $350,000 face amount
convertible debentures due 19X3
Other
Common stocks
ABC Company (25,000 shares)
Reliable Manufacturing Corp.
(12,125 shares and 9,100 shares)
American Automotive, Inc.
(5,800 shares and 6,800 shares)
Other
Investments at Estimated Fair Value
Corporate bonds and debentures
Common stocks
Mortgages
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December 31, 19X1

December 31, 19X0

Fair Value

Fair Value

$ 350,000

$ 270,000

480,000

492,000

520,000
2,260,000

250,000
2,618,000

690,000

880,000

625,000

390,000

475,000
950,000
6,350,000

510,000
740,000
6,150,000

240,000
470,000
480,000
1,190,000
$7,540,000

310,000
460,000
460,000
1,230,000
$7,380,000

During 19X1 and 19X0, the Plan's investments (including gains and losses on investments bought and sold during
the year) appreciated (depreciated) in value by $207,000 and ($72,000), respectively, as follows:
Year Ended
December 31, 19X1
Net Appreciation (Depreciation) in Fair Value
of Investments as Determined by Quoted
Market Price
United States government securities
Corporate bonds and debentures
Common stocks
Other

$ (10,000)
(125,000)
228,000
30,000

Net Appreciation (Depreciation) in Fair Value
of Investments at Estimated Fair Value
Corporate bonds and debentures
Common stocks
Mortgages

Year Ended
December 31, 19X0

$

8,000
50,000
(104,000)
10,000

123,000

(36,000)

(11,000)
100,000
(5,000)

9,000
(49,000)
4,000

84,000

(36,000)

$ 207,000

$ (72,000)

F. Contract With Insurance Company
In 19XX, the Company entered into a deposit administration contract with the National Insurance Company
under which the Plan deposits a minimum of $100,000 a year. National maintains the contributions in an unallo
cated fund to which it adds interest at a rate of 8%. The interest rate is guaranteed through 19X3 but is subject
to change for each succeeding five-year period. When changed, the new rate applies only to funds deposited
from the date of change. At the direction of the Plan's administrator, a single premium to buy an annuity for a
retiring employee is withdrawn by National from the unallocated fund. Purchased annuities are contracts under
which National is obligated to pay benefits to named employees or their beneficiaries. The premium rates for
such annuities to be purchased in the future and maximum administration expense charges against the fund are
also guaranteed by National on a five-year basis.
The annuity contracts provide for periodic dividends at National's discretion on the basis of its experience under
the contracts. Such dividends received by the Plan for the years ended December 31, 19X1 and 19X0 were $25,000
and $24,000, respectively. In reporting changes in net assets, those dividends have been netted against amounts paid
to National for the purchase of annuity contracts.
G. Plan Amendment
Effective July 1, 19X1, the Plan was amended to increase future annual pension benefits from 1¼ % to 1½ % of
final 5-year average annual compensation for each year of service, including service rendered before the effective
date. The retroactive effect of the Plan amendment, an increase in the actuarial present value of accumulated
plan benefits of $2,410,000, was accounted for in the year ended December 3 1 , 19X1. The actuarial present value
of accumulated plan benefits at December 3 1 , 19X0 does not reflect the effect of that Plan amendment. The Plan's
actuary estimates that the amendment's retroactive effect on the actuarial present value of accumulated plan
benefits at December 31, 19X0 was an increase of approximately $1,750,000, of which approximately $1,300,000
represents an increase in vested benefits.
H. Income Tax
The Internal Revenue Service has ruled that the plan qualifies under Section 401(a) of the Internal Revenue
Code (IRC) and is, therefore, not subject to tax under present income tax law. Once qualified, the Plan is
required to operate in conformity with the IRC to maintain its qualification. The Pension Administrative
Committee is not aware of any course of action or series of events that have occurred that might adversely affect
the Plan's qualified status.
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TECHNICAL HOTLINE
The AICPA Technical Information Service answers
inquiries about specific audit or accounting problems.
Call Toll Free
(800) 223-4158 (Except New York)
(800) 522-5430 (New York Only)
This service is free to AICPA members.

